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Losses INCURRED BY PRIVATE COMPANIES 

A new sub-section (5) has been included in s. 80 of the Principal Act 
by the amending Act of 1944. In the case of a private company, as defined 
by s. 103, no loss incurred in any year prior to the year of income shall be 
an allowable deduction unless the company establishes to the Commissioner’s 
satisfaction that, on the last day of the year of income, shares of the company 
carrying not less than 25 per cent. of the voting power were beneficially 
held by persons who held shares carrying not less than 25 per cent. of the 
voting power on the last day of the year in which the loss was incurred. 

In explanation of the amendment it was officially stated that as a company 
is a legal entity separate and distinct from its shareholders, the position 
under s. 80, prior to the amendment, was that the company was entitled to 
a deduction in respect of losses incurred during the four years prior to the 
year of income, even though the shareholders in the years in which the 
losses were sustained were an entirely different set of persons from the 
shareholders in the year in which the profits were made. The Treasurer 
stated that there was in existence evidence showing that in order to avoid 
ancome tax some people had acquired the shares of companies which had 
sustained losses in previous years and had ceased to carry on business, but 
had not formally gone into liquidation. The Government claimed that whilst 
a company is an entity separate and distinct from its shareholders, the share- 
holders are the real owners of the business carried on by the company and 
there was no justification for the allowance of a loss sustained by a different 
set of shareholders in earlier years. New s. 80 (5) was accordingly inserted 
in the Principal Act to overcome this legal means of tax avoidance. New 
s. 80 (6) provides, however, that no change of ownership of shares shall be 
deemed to have taken place where— 


(a) a person has died and the shares are on the last day of the year of 
income held by his trustee or by a person who received them as a 
beneficiary in his estate ; 

(b) the shares are transferred to a company, the majority of the shares 
of which are held on the last day of the year of income by the trans- 
feror or, if he is deceased, by his'trustee or his beneficiaries. 


_ New s. 80 (5) and (6) apply retrospectively to assessments for the finan- 
dal year 1942-1943, i.e., to income year ended June 30, 1942, or substituted 
accounting period. 


Example 
On June 30, 1939, the shares of private company X were held as follows: 
a a, ae 


EO Eee eee eee 

















102 THE AUSTRALIAN ACCOUNTANT APRIL 


The shares, each of which carried one vote, remained in the same hands 
until March 31, 1942, when C sold his 20,000 shares to D. 
In the meanwhile company X had sustained the following losses: 
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£8,000 








In April, 1942, D transferred to company X a business hitherto carried 
on by him as a sole trader, with the result that the company’s net income 
of year ended June 30, 1942, was £12,000. But for new s. 80 (5) the com- 
pany would be entitled to a deduction under s. 80 (2) of the losses of the 
previous three years, viz., £8,000, in calculating its taxable income of year 
ended June 30, 1942. Company X is, however, denied a deduction of those 
losses because the company will be unable to satisfy the Commissioner that 
at the close of income year ended June 30, 1942, not less than 25 per cent. 
of the shares were held by persons who also held 25 per cent. of the shares 
at the end of the years (June 30, 1939, 1940 and 1941) in which the losses 
were incurred. In fact, only 20 per cent. of the shares were held by the 
same persons (A and B) on the relevant dates. 

It should be observed that if, in the above example, C had transferred his 
20,000 shares to a non-private company so that company X became a sub- 
sidiary of a public company and, therefore, ceased to be a private company 
as defined by s. 103, then the losses amounting to £8,000 would have been 
deductible from the assessable income of year ended June 30, 1942, leaving 
a taxable income of that year amounting to £4,000. 


RESCISSION OF CONTRACT FOR SALE OF SHARES 


Transferor held assessable in respect of dividends between date of 
contract and rescission 


The appellant entered into a contract to sell certain shares. Six years after 
the sale, the appellant, having successfully pleaded fraudulent misrepre- 
sentation on the part of the purchaser, obtained a decree whereby the shares 
were re-transferred to the appellant; the appellant repaid the purchase price 
with interest and a proportion of a certain loss sustained by the purchaser 
while he held the shares ; and the purchaser paid to the appellant all dividends 
on the shares between the date of the contract of sale and the date of the 
rescission. Held that the effect of the decree was to re-vest the title to the 
shares and to the dividends in the appellant, and he was therefore assessable 
to English sur-tax in respect of the dividends for the years in which they 
were paid by the company, a deduction being allowed of the interest paid 
to the purchaser (Spence v. I.R. Comrs. (1941) 24 Tax Cas. 311). “It 
follows from the decision of the House of Lords, as I understand it, that 
Crawford had to account to the appellant for the dividends received by him 
in respect of the shares which were sold by the appellant to Crawford in 
1931. That was the necessary consequence of the fact that the contract of 
sale had been reduced by the decision of the House of Lords. The appellant 
fell to be treated as being the true owner of the shares during the time that 
they stood in Crawford’s name and was accordingly entitled to receive pay- 
ment from Crawford of the dividends paid to the latter during the time that 
he was the ostensible owner of the shares,” per Lord Fleming, at p. 318. 


EARNINGS OF MERCHANT SEAMEN OF BrITISH AND ALLIED NATIONS 


A new paragraph (w) has been included in s. 23 by the amending Act of 
1944. New s. 23 (w) exempts income derived by any person serving with 
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the Mercantile Marine of any part of the British Empire (other than 
Australia), or of any allied nation from an occupation carried on by him 
on a sea-going ship, if that income is subject to income tax imposed by the 
government of any part of the Empire or of any allied nation, not necessarily 
of the country in which the mariner ordinarily resides. 

In explanation of the above exemption, it was officially stated that since 
the outbreak of the present war an increasing number of seamen of British 
and allied nations have been employed on British and allied vessels operating 
in Australian waters. British, American, Norwegian, Dutch, Chinese and 
Javanese seamen have derived in Australia income which under the previous 
law was without exception subject to Commonwealth income tax. Many 
of these seamen are also liable to pay income tax to their own government 
on their Australian earnings. The exemption provided by new s. 23 (w) 
will avoid double taxation of such earnings by the Commonwealth and other 
allied governments. 

The above exemption applies to assessments for the financial year 1943- 
1944 and all subsequent years, i.e., to income derived on and after July 1, 
1942. 

Section 81 provides a special deduction in the case of salary, wages, etc., 
earned by a mariner, as defined, who is employed on a sea-going ship. 


Funp FoR PuBLIC CHARITABLE PURPOSES 


The appellant corporation was formed to protect the rights and interests 
of holders of public securities, especially foreign and colonial securities 
issued in the United Kingdom. It was contended that the corporation was 
a body established for charitable purposes only and that it came within the 
class of charities which are beneficial to the community since its ultimate 
object was the benefit of the community as a whole. Held that the protec- 
tion of the interests of foreign bondholders was not a charitable purpose and 
the corporation was not, therefore, exempt from English income tax (The 
Corporation of Foreign Bondholders v. I.R. Comrs. [1943] 2 All E.R. 670.) 

The appellants were trustees for an unincorporated body formed to enrol 
voluntary workers with the object of carrying on essential public services 
in the event of strikes and lock-outs. Exemption was claimed in respect of 
the income of the association’s funds on the ground that those funds were 
wholly devoted to charitable purposes. Held that the purposes for which the 
association existed were political and not “charitable” and that the appellants 
had therefore no title to exemption from English income tax in respect of 
the trust income. (Trustees for the Roll of Voluntary Workers v. I1.R. Comrs. 
(1941) 24 Tax Cas. 321.) 


_VisITING CIVILIAN PERSONNEL ASSISTING IN DEFENCE OF AUSTRALIA 


By the amending Act No. 22 of 1942 provision was made to exempt from 
Commonwealth income tax the remuneration earned in Australia by persons 
who visit this country for the purpose primarily and principally of assist- 
ing the Commonwealth Government in the defence of Australia. As officially 
explained, the exemption applied principally to remuneration derived by 
visiting civilians of the United Kingdom from occupations connected with 
the defence of Australia. These individuals are usually engaged under 
contracts of employment by the Commonwealth for two or more years or for 
the duration of the present war. The remuneration is not, as a general rule, 
subject to income tax in the United Kingdom or the country in which the 
visitor ordinarily resides so that, when exemption was granted by the Com- 
monwealth, no income tax whatever was paid on such income either in 
Australia or elsewhere. These individuals thus enjoyed a substantial monetary 
advantage over Australians with whom they are working. For the above 
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reason, the exemption granted to all such individuals by s. 23 (c) (vi) has 
been withdrawn by the amending Act of 1944, and, by the same Act, a new 
paragraph (s. 23 (v)) has been inserted in the Principal Act whereby 
exemption is provided for visiting civilians assisting in the defence of Australia 
where the remuneration is subject to income tax in the country in which 
the taxpayer ordinarily resides. 

The above amendments apply in respect of remuneration derived on and 
from July 1, 1942. 

CaPITAL EMPLOYED IN A BUSINESS 


The respondent company carried on the business of theatre proprietors in 
England. In May, 1941, one of the company’s theatres was totally destroyed 
by enemy action, and it was agreed that the War Damage Commission would 
in all probability make a value payment in respect of that property. The 
Crown contended that for the purposes of English excess profits tax, as from 
the date of destruction, the cost of the theatre was no longer “capital employed 
in the business” within the meaning of s. 13 (3) of the English Finance 
(No. 2) Act, 1939. Held, not withstanding its destruction, the destroyed 
theatre remained “capital employed in the business” within the meaning of 
the section (I.R. Comrs. v. Terence Byron Ltd. [1943] 2 All E.R. 415). 


Exempt Ex-AuSTRALIAN INCOME 


An extraordinary error has been made by me on p. 51 of the February, 
1942, issue of the journal concerning s. 23 (q), proviso (b), which deals with 
the position where an Australian resident sustains an ex-Australian loss. The 
following is the correct interpretation of that paragraph: 

(i) If the ex-Australian income had exceeded the outgoings, and the 
income would have been exempt from income tax in the country in 
which it was derived, the ex-Australian income is assessable to Com- 
monwealth income tax under s. 25 (1) (a) and the losses and out- 
goings incurred in gaining that income (which exceed that income) 
are allowable deductions under s. 51 (1). 

(ii) If the income had exceeded the outgoings, and the income would not 
have been exempt from income tax in the country in which it was 
derived, but the Commissioner is not satisfied that the ex-Australian 
tax would have been paid on the income, the ex-Australian income 
is assessable to Commonwealth income tax under s. 25 (1) (a) and 
the losses and outgoings incurred in gaining that income are allowable 
deductions under s. 51 (1). 

(iti) If the income had exceeded the outgoings, and the Commissioner is 
satisfied that tax would have been paid on the income in the country 
in which it was derived, then the ex-Australian income is exempt 
from Commonwealth income tax under s. 23 (q) and the losses and 
outgoings incurred in relation to the gaining or production of that 
exempt income would not be allowable deductions under the specific 
provisions of s. 51 (1). 


Lump Sum PAYMENT TO DIRECTOR IN CONSIDERATION OF SURRENDER OF 
RIGHT TO PENSION AND OF ACCEPTANCE OF REDUCED REMUNERATION 


The decision of the English High Court and of the Court of Appeal in 
Wales v. Tilley has been varied by the House of Lords [1943] 1 All E.R. 281. 

A company had agreed to pay its managing director £6,000 per annum 
and a pension of £4,000 per annum for ten years after he ceased to be 
managing director. By a subsequent agreement he agreed to forgo the pen- 
sion and to accept a salary of £2,000 per annum, in consideration of a pay- 
ment by the company of £40,000. The English High Court and the Court of 
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Appeal held that the £40,000 was assessable. The House of Lords varied 
this decision and held that the payment must be apportioned as between the 
sum paid in substitution for the reduction in salary which was assessable, 
and the sum paid in commutation of the pension rights, which was not 
subject to income tax. 

“Moreover, apart from previous authority (Hunter v. Dewhurst (1932) 
16 Tax Cas. 605), I should myself take the view that a lump sum paid to 
commute a pension is in the nature of a capital payment which is substituted 
for a series of recurrent and periodic sums which partake of the nature of 
income,” per Viscount Simon L.C., at pp. 282-3. 

And see Wilson v. Nicholson Sons & Daniels Ltd.; Wilson v. Daniels 
[1943] 2 All E.R. 732, where (following Wales v. Tilley) a lump sum pay- 
ment in consideration of acceptance of a reduced salary was held to be 
assessable. 


"Bonuses Paip To Emproyees AFTER 25 YEARS’ SERVICE 


After 25 years’ service in the same company, the appellants were given 
bonuses by the company. The question in issue was whether the bonuses 
were personal gifts or emoluments for services rendered and subject to 
English income tax. Held, the bonuses were given for past services and 
were assessable (Weston v. Hearn; Carmouche v. Hearn [1943] 2 All E.R. 
421. “Using the words ‘personal gift’ in contradistinction to the word ‘re- 
muneration,’ if it is remuneration for the services of the employee, then it is 
taxable ; if it is not remuneration for his services it is not taxable. Therefore, 
to say it was intended as a ‘personal gift’ is merely to say it was not intended 
to be remuneration. But if the payment is in fact remuneration for services 
rendered, the employer cannot relieve the employee from the obligation to 
pay income tax by saying, ‘I do not intend it to be remuneration,’” per 
Macnaghten J., at p. 422. 


WHETHER A CONSUMER’S TAX IS A Duty oF CusToMs oR EXCISE 


The Tobacco Tax Act (New Brunswick), 1940, s. 4, provides that a tax, 
to be paid by the consumer, should be imposed on the retail purchase of 
tobacco in the province; and s. 5, that any person ordinarily resident or 
carrying on business within the province who brings into, or receives delivery 
in, the province of tobacco for his own consumption or as an agent for such 
consumer shall pay a similar tax. On the question whether such legislation 
was ultra vires the legislative power of the province under the British North 
America Act, 1867, as being (i) an attempt to impose an indirect tax and, 
(ii) as to s. 5, an attempt to impose a customs and éxcise duty contrary to 
ss. 121 and 122 of the Act. 

Held, by the Privy Council (Atlantic Smoke Shops Ltd. v. Conlon and 
others [1943] 2 All E.R. 393) : 

(i) The imposition of a tax to be paid by the person or the agent of the 
person who eventually, bears the burden is a direct tax within the meaning 
of s. 92 (2) of the Act; 

(ii) s. 5 imposed a tax on the consumer and not the commodity, the tax, 
therefore, was not a customs or excise duty. 

As pointed out in the editorial note to the above case, generally speaking, 
sales tax is a form of indirect taxation. In this case the tax was so imposed 
that it fell directly upon the consumer of the article sold and could not be 
passed on by him to any other person. In these circumstances the tax is held 
to be a direct tax. It will be noted that the meaning of the words “direct 
taxation” in the British North America Act, 1867, is arrived at by a con- 
sideration of the definition in Mill’s Political Economy, since the author of 
that work was the leading exponent of that science at the time when the 
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British North America Act was considered and passed by the Imperial 
Parliament. The tax was also attacked as being a customs duty, but here 
it is shown that it is not such a duty because it is not imposed upon the 
article without reference to who ultimately bears the burden of it, but is 
imposed so that the consumer must bear it. 

“Their Lordships have reached the conclusion that s. 5 does not impose 
a customs duty, and they adopt the reasoning on this point of Rinfret and 
Crockett JJ. The argument to the contrary is the argument that failed in A.-G. 
for British Columbia v. Kingcome Navigation Co. Ltd. [1934] A.C. 45, 
Lord Thankerton pointed out the distinction in his judgment in that case 
when he said, at p. 59: ‘Customs and excise duties are, in their essence, 
trading taxes, and may be said to be more concerned with the commodity 
in respect of which the taxation is imposed than with the particular person 
from whom the tax is exacted.’ Here the tax is not imposed on the commodity 
as such at all, and is not imposed on anyone as a condition of its lawful 
receipt. The ‘particular person’ from whom the tax is exacted is the recipient 
in the province only if he is the prospective smoker. And, as Lord Hobhouse 
said in Bank of Toronto v. Lambe (1887) 12 App. Cas. 575, at p. 584: ‘Any 
person found within the province may legally be taxed there if taxed directly.’ 
Their Lordships agree with the majority of the Supreme Court that this is 
not a duty of customs.” 





WHERE ReEsipuARY EstaTtTrE Less THAN ACTUARIAL VALUE OF ANNUITY 


A testator directed that his residuary estate should be held upon trust to 
pay to his wife, the respondent, and to his brother for their lives each a 
specified annuity. For 245 years after testator’s death his trustees made a 
number of payments to the respondent on account of her annuity. Subse- 
quently, it was discovered that, at the date of the testator’s death, the actuarial 
value of the annuities was in excess of the value of the residuary estate. 

The question to be determined was whether the payments should be treated, 
for the purposes of English income tax, as payments on account of the 
annuity or on account of the proportionate part of the residuary estate to 
which the respondent was entitled. Held that, as the estate was from the 
first insufficient to meet the annuities, the payments must be treated as having 
been made on account of the capital to which the respondent was entitled. 
Such payments were not, therefore, liable to English income tax or sur-tax 
(1.R. Comrs. v. Lady Castlemaine [1943] 2 All E.R. 471). “In these circum- 
stances, the income of the estate being insufficient to provide the annuities 
and its capital being less than their actuarial value, there is no doubt as to 
the rights of the annuitants. They are entitled to have the values of their 
annuities ascertainéd and, when that has been done, they are entitled to have 
the residuary estate divided between them, each receiving a share propor- 
tionate to the values so ascertained,” per Macnaghten J., at p. 472. 


SPECIAL DEDUCTION TO CERTAIN TAXPAYERS 

Section 81 of the Principal Act grants to certain taxpayers a special 
deduction of £250, which gradually diminishes until it finally vanishes where 
the income exceeds £586. The deduction was granted to members of the 
Defence Force and to mariners (as defined) employed on a sea-going ship 
(as defined). By the amending Act of 1944 the special deduction is extended 
to “accredited persons.” Under the definition of “accredited persons” the 
following taxpayers are brought within s. 81: Representatives of such insti- 
tutions as the Red Cross Society, Australian Comforts Fund, Salvation Army 
and Y.M.C.A.; members of broadcasting units established by the Australian 
Broadcasting Commission; war correspondents and photographers employed 
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by the Department of Information; and camouflage officers of the Depart- 
ment of Home Security, where such persons are accredited by the Defence 
Force and are attached to and accompany a body, contingent or detachment 
of that Force serving outside Australia. “Australia,” for the purpose of this 
provision, does not include the Territories of Papua, Norfolk Island and 
New Guinea. This amendment is made retrospective to income derived during 
year ended June 30, 1942. 

Opportunity has been! taken of redrafting s. 81 (1) so as to ensure that 
a member of the Defence Force, an accredited person, or a mariner, shall not 
be disqualified from the allowance of the special deduction provided by s. 81 
because of the fact that he has ceased to be a member of the Force, an 
accredited person, or a mariner before the close of the year of income. 

Under the original provisions of s. 81 all members of the Defence Force 
serving in Australia were entitled to the special deduction of £250 which, 
in respect of income year ended June 30, 1943, onwards, gradually diminishes 
until it finally vanishes where the income exceeds £586. Prior to the 1944 
amendment, the deduction applied to certain attested members of the Force 
who are not engaged in continuous full-time defence duties, e.g., Lines of 
Communication (Signallers and Bulk Installation of Oil and Petrol Depots), 
University Rifles, and some members of the Volunteer Defence Corps. The 
effect of the previous law was that the earning of a few pounds of military 
pay entitled the taxpayer to the £250 exemption with a very substantial tax 
reduction. On the other hand, the deduction allowed to merchant seamen 
was and continues to be limited to the actual sea-going earnings of the 
taxpayer. New s. 81 (2) (a) has been inserted in the principal Act by 
the amending Act of 1944 which imposes a similar limitation in the case of 
part-time members of the Defence Force, and limits the special deduction, 
allowable for purposes of assessments based on income derived during income 
year ended June 30, 1943, and subsequent years, to the amount of service 
pay and allowances earned by them during the year of income. 

New s. 81 (2) (b) similarly provides that the deduction allowable to 
accredited persons shall not exceed the remuneration derived by them while 
associated with the Defence Force outside Australia. This provision operates 
in respect of income year ended June 30, 1942, and all subsequent years. 


Example—illustrating s. 81 (2) (a) 
A taxpayer is a member of the V.D.C. He derived during income year 
ended June 30, 1943, a salary of £250 and military pay amounting to £5. 
Under the original provisions of s. 81 his assessment would have been: 


Assessable income .. .. ca a oe ane 

Deduction under s. 81 (1) (b) . in ono 

NE ONE oo ad ag ae mae e oe ae 

Tax on £109 .. 2. 2 oe oe oe oe oe oe oe oe oe | £2 10 O 

Under the present provisions his tax is: 

Assessable income .. . £255 

Deduction under s. 81 (2) (a)—being amount of 
es 5 
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SHARES IN PRIVATE COMPANY HELD BY CHILDREN OF FOUNDER 


Whether Shares held as Beneficial Owners or Trustees 

For income years ended June 30, 1931-33, the Commissioner had formed 
the opinion under s. 21A of the 1922-1933 Act that the above companies 
were formed to relieve S. from liability, and had assessed additional tax as 
though S. were the beneficial owner of all the shares to the exclusion of the 
registered shareholders who were his children. Similar action was taken 
under s. 31D of the 1922-1934 Act for income years ended June 30, 1934 and 
1935, and also under s. 105 of the 1936 Act for income years ended June 30, 
1936 to 1939 in the case of Danmark Pty. Ltd., and 1936 to 1938 in the 
case of Forestwood Pty. Ltd. on the basis that the children were trustees 
for S. It was contended on behalf of the companies that they were formed 
bona fide for the purpose of providing for the children and that the latter 
were the legal and beneficial owners of the shares. 

In regard to Forestwood Pty. Ltd. another point raised was whether the 
company had been trading in shares during the year ended June 30, 1938. 

Held (Latham, C.J., Starke and Williams, JJ.), reversing the decision of 
McTiernan, J., that it had not been shown that the appellant companies were 
formed for the purpose of relieving a person from any liability under the 
Act, and that the chiidren were never trustees for their father of the shares 
which they held legally and beneficially, and therefore s. 31D and s. 105 were 
not applicable. 

Held also (Latham, C.J., and Williams, J., Starke, J., dissenting) that 
Forestwood Pty. Ltd. had not been carrying on a business of trading in 
shares, and that the proceeds of sales were not therefore assessable as income. 
(Danmark Pty. Ltd. v. F.C. of T.; Forestwood Pty. Ltd. v. F.C. of T. 
(1944) (not yet reported).) 

The following are extracts from the judgments of the High Court: 

“The court is asked to draw from these facts the conclusion that the shares 
really belonged to Smith, and that the children were mere dummies. In 
my opinion this inference should not be drawn. It is @ perfectly natural 
thing for a parent to desire to benefit his children, and when they are young 
to manage property of which his children are the proprietors in law. In so 
doing he takes the risk, in the absence of a proper trust instrument conferring 
powers upon him as trustee, that when the children attain full age they may 
repudiate his dealings. There is nothing at all incredible in a father placing 
property in the names of his children and managing it in the manner which 
the evidence shows to have been adopted in the present case.” Per Latham, 
CJ. 

“T can summarize my view of the facts by saying that there is no positive 
evidence that the companies were formed for the purpose of relieving Smith 
from liability to income tax, that the facts are consistent with the existence 
of such a purpose, but that they are equally consistent with the existence of 
a natural purpose of providing for his children in a generous manner, so that 
he, with his extensive business experience and skill, could manage their 
affairs, taking, as I have already said, the risk of his management being 
challenged by them when they attained full age; and that the presumption 
of advancement is sufficient to turn the scale so as to result in the finding 
that the purpose of Smith was to benefit his children, and not relieve himself 
from liability for income tax.” Per Latham, C.J. 

“There is no doubt, as I have already said, that the children left the 
management and control of the business of the companies to their father, but 
Thelma at least, judging from her evidence, took an intelligent interest in 
and had a good working knowledge of the business of the companies, in spite 


108 

















of | 
but 
not 
471 


inc 


posit 
folloy 

















1944 THE AUSTRALIAN ACCOUNTANT 109 


of her mistake, commented on by Mr. Weston, as to the value of their assets, 
but complete management and control by a father of his children’s assets is 
not, in my opinion, in itself evidence of dummying; Purcell’s case at pp. 


471-472.” Per Williams, J. 


YEAR OF INCOME AND YEAR OF TAX 


Section 17 of the Principal Act provides in effect that Commonwealth 
income tax shall be levied and paid for each financial year (known as the 
“year of tax’’) upon the taxable income derived by any person during the 
“year of income.” 

Prior to the passage of the amending Act of 1944, “year of income” was 
defined as: 


(a) The financial year next preceding the year of tax; or 
(b) the accounting period adopted in lieu of that financial year. 


Thus Commonwealth income tax was levied for the year of tax ended 
June 30, 1944, upon the taxable income derived by taxpayers during year 
of income ended June 30, 1943, or substituted accounting period. 

In consequence of the adoption of the “pay-as-you-earn” plan in the case 
of individuals, the definition of “year of income” has been altered by the 
1944 Act to read as follows: 


(a) In the case of a company (except a company in the capacity of a 
trustee )—the financial year next preceding the year of tax, or the 
accounting period, if any, adopted under the Act in lieu of that 
financial year ; and 

(b) in relation to any other person—the financial year for which income 
tax is levied, or the accounting period, if any, adopted under the 
Act in lieu of that financial year. 


The above amendment will commence to apply to assessments for the year 
of tax beginning on July 1, 1944. 

Paragraph (a) of the new definition preserves the previous basis in the 
case of a company, except a company in the capacity of trustee. 

With regard to taxpayers other than companies, paragraph (b) of the new 
definition of “year of income” has the effect of advancing by twelve months 
the year of income on the income of which the tax is based. Except in those 
instances where the taxpayer has adopted a substituted accounting period. 
the year, on the income of which the tax is based, will coincide with the year 
of tax. Thus, the levy of tax for the financial year ended June 30, 1945, 
will in most instances be based on the taxable income derived during the period 
commencing on July 1, 1944, and ending op June 30, 1945. 

A substituted accounting period will also be advanced twelve months. For 
example, where income tax for the year of tax ended June 30, 1944, is levied 
on the taxable income derived during the substituted accounting period ended 
September 30, 1943, income tax will be levied for the year of tax ended 
June 30, 1945, on the taxable income derived during the substituted account- 
ing period ended September 30, 1945 (not 1944). 

_ The levy of income tax on taxable income derived during the year of 
income ended June 30, 1944, or substituted accounting period, is the subject 
of Division 18 of Part III inserted by the amending Act of 1944. 


TRAVELLING, Etc., EXPENSES OF MEMBERS OF PARLIAMENT 


L.T.O. 1045 provided for certain annual allowances to Members of Parlia- 
ment as representing general expenses incident to the holding of parliamentary 
_—— These allowances have been revised by the Commissioner as 
ollows : 
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Federal Members. Electorates have been classified according to zones and 
the amount of the deduction allowable has been fixed according to the class 
into which the electorate falls. The amounts so fixed for Members of the 
House of Representatives vary from £150 to £450, according to the classi- 
fication of the electorate. For Senators, the amount of the deduction has 
been fixed at £250. 


State Members. The application of the rulings in I.T.O. 1045 has been 
temporarily suspended during the operation of the uniform tax legislation. 
Except as to Members of the New South Wales Legislative Assembly, 
concerning whom special allowances have been fixed, the Commissioner has 
decided that the sums to be allowed to State Members will be those 
previously allowed for State income tax purposes, whether such amounts 
were fixed by Statute or were determined by the State Commissioner. 





The Illusory Provisions of Section 106 


By J. M. GREENWOOD, A.I.C.A. 


Section 106 (1) of the Commonwealth Income Tax Assessment Act reads 
thus : 

“Where the total amount of dividends paid by a private company out of 
its taxable income of the period of four years next preceding the year of 
income exceeds the aggregate of the smallest amounts that would have been 
a sufficient distribution in each of those years, the excess shall, for the purpose 
of calculating the undistributed amount, be deemed to be a dividend paid 
out of the taxable income of the year of income.” 

A case has recently come under notice which may be exemplified by the 
following figures: 


Year ended 


June 30 
1936 Excess distribution £2,166 
11937 do. do. 1,630 
1938 do. do. 2,120 
1939 do. do. 2,246 





Total for the four years £8,162 








For the year ended June 30, 1940, the undistributed amount, before 
allowing the s. 106 deduction, was £2,494. As the excess for the previous 
four years (£8,162) exceeded that sum, there was no assessment of private 
company tax. (Note that this would still have been so without the excess 
distribution of 1936.) 

For the year ended June 30, 1941, the distribution fell short of 100% by 
£4,644, before allowing the deduction under s. 106, which was calculated as 
under: 
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Excess distributions : 








Ee 
RE cd 0 dees. ba 40 Be Oa 2,120 
SE wa ae ip. os Seales “As 2,246 
£5,996 
Less short-distributed 1940 .. ..... 2. 2. 6... 2,494 
Deduction allowable under s. 106 in calculating 
the “undistributed amount” of 1941 .. .. .. £3,502 








The “undistributed amount” in respect of the year ended June 30, 1941, 


was as follows: 





Short-distributed, 1941 .. .. .. .. .. .. .. £4,644 
Dheteoteon wader s. 106 .. 2. 26 oc cee be. 0 3,502 
Undistributed amount .. .. .. .......... £1,142 








For the year ended June 30, 1942, the dividends paid again fell 











the distributable income, this time by £1,368. The calculation for s. 
as follows: 
Excess distributions : 
ea go oa) es ee ale = Sa 
RR Bes, ee eee ary ait Ri 2,246 
£4,366 
Less short-distributions : 
OE a ee 
7,138 
Deduction allowable under s. 106 Nil 








short of 


106 was 


Adding the deductions granted under s. 106 (£2,494 in 1940 and £3,502 
in 1941) gives £5,996. This sum is equivalent to the excess distributions 


of the years 1937 to 1939 only. 


Although within, the first five-year period, the 1936 excess of £2,166 was 
of no benefit to the company. The same amount of tax would have been 


levied if it had not existed at all. 


If the above figures had been profits and losses instead of short and over- 
distributions, s. 80 would have applied to give deductions in the following 


manner. 
Year ended June 30 1940 
SS ee ee ae ee 
Less losses in previous four-year period— 
1936 Available £2,166 Deduct £2,166 


1937 “ 1,630 . 328 
1938 a 2,120 * nil 
1939 a 2,246 » nil 


Taxable Income .. 
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Year ended June 30, 1941 
POONER .4 46 4 - £4,644 


Less losses incurred i in previous four- -year 
period, still unrecouped— 
1937 Available £1,302 Deduct £1,302 














1938 ‘ 2,120 - 2,120 

1939 - 2,246 - 1,222 
4,644 
Taxable Income .. .. .. .. Nil 
Year ended June 30, 1942  egmenety 
TE a6. 90'ss « es £1,368 

Less losses in previous four- -year ‘period 
still unrecouped— 

ST Sa: er 6a; BAC ee Oe BEES Re 1,024 
Taxable Income .. ........ £344 





Full allowance would then have been made for the whole of the losses 
incurred in 1936-1939. 

Section 106 (originally s. 31E of the 1922-1934 Act) was enacted after 
the Royal Commission of 1932 had recommended: 

“... . that distributions made by a company during the four years last 
preceding the year in respect of which the assessment is made should be 
taken into account when applying the section.” (First Report, p. 33.) “We 
recognise,” they said, “that this concession may result in some loss of 
revenue, but we consider that its equity cannot be disputed.” 

It is clear from the text and the examples given that consideration was 
directed towards alleviating the circumstances instanced by company “A” 
which had made distributions in the preceding four years exceeding the 
distributable income of the fifth year. If that company made no distribution 
in the fifth year it would have to pay private company tax, whereas over five 
years it had paid a greater sum in dividends than company “B” which 
earned the same profits but distributed only the minimum proportion to 
escape tax each year. 

That was the inequity contemplated by the Commission, and it was 
sufficiently illustrated by the citation of a single five-year period. On the 
previous page the report had referred to the four years’ carry-forward of 
losses and it is only reasonable to assume that the Royal Commissioners had 
in mind the operation of s. 26 (now s. 80) when framing their recom- 
mendation. If this were not so, why did they adopt a corresponding period 
of “say five years”? (See p. 33.) 

It is submitted, with respect, that s. 106 was drafted without adequate 
consideration of its implications. A further example of this is found in the 
use of the phrase “taxable income” in the second line. How many companies 
declare dividends specifically out of “taxable income”? 

This point was considered by the Board of Review in Vol. 9, Cas. 22. 
The taxpayer company had advanced the contention that “taxable income” 
only bears the defined meaning “unless the contrary intention appears” (s. 6): 
here a contrary intention did appear, conveying the sense of “income liable to 
tax” or simply “assessable income.” The Board stated in their decision: 
There are, of course, no express words in section 106 (or the Act) requiring a 
meaning contrary to that defined, and the necessary implications of the section 
are, in our opinion, completely confirmatory of that meaning and adverse to 
the meaning contended for.” The company’s position in that case was as 
under : 
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Year ended Taxable Dividends 
June 30 Loss Profit Income Declared 
£ £ £ £ 
is he We" os 272 
Se 
6 fan sae: 5 ee 
is as va Gs ae ‘ - = 
a ee eee - 2,112 - 478 
SAS eee is 729 7 2,470 
ar ees “ 5,516 a 1,992 
a eee we 8,189 8,189 2,390 
1938 . os 8,180 8,180 3,186 


In arriving at t the undistributed amounts for 1937 and 1938 the Department 
deducted the dividends of £2,390 and £3,186 respectively, whereas the com- 
pany claimed that the dividends paid out of profits of 1934, 1935 and 1936 
should also be deducted as excess distributions under s. 106. As a result of 
the Board’s decision the company received no deduction for those dividends 
in the calculation of private company tax for any year. 

It is suggested that the following rewording of s. 106 (1) would overcome 
the inequities instanced herein: 


(a) Where a private company has paid out of its assessable income of 
any year a dividend or dividends which exceed the smallest amount 
that would have been a sufficient distribution for that year, the excess 
shall be deemed to be an excess distribution. 

(b) In calculating the undistributed amount of any year, so much of the 
excess distributions of the four years next preceding the year of 
income as has not been allowed as a deduction in calculating the 
undistributed amount of any of those years shall be deemed to be a 
dividend paid out of the taxable income of the year of income. 

(c) Where a deduction is allowable under this section in respect of the 
excess distributions of two or more years, the excess distributions 
shall be carried forward and deducted in the same order as the years 
of income to which they relate. 





A Review of the Ledger System 


By A. J. GAIRNS, F.F.I.A., A.A.LS., A.C.A.A. ‘ 


The necessity to consider a rearrangement of a ledger can occur at almost 
any time. On occasions, it may be a reorganisation of the business, such as 
an additional subsidiary or the abandonment of an associate company. The 
opportunity may arise naturally at the commencement of a new financial 
year or may be enforced by the installation of a costing system or a change- 
over to machine accounting. Whatever the urge may be, the opportunity 
should be taken to consider the general classification of the accounts in view 
of the requirements of the executive and the type of concern operating. 
When this has been done the new or re-arranged classification should be 
incorporated with a proper index and system of numerals for the accounts, 
together with an intelligent re-grouping of the subsidiary ledgers according 
to the needs of the financial system. 


GrouPING oF ACCOUNTS 
First of all, it is necessary to understand the function of each account and 
group these according to its class. Obviously the four main classes are: 
(1) Liabilities, (3) Income, 
(2) Assets, (4) Expenditure, 
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and as a subdivision of these classes: 


(1) Liabilities—Current, deferred, capital and reserves. 
(2) Assets—Fixed, current and intangible. 

(3) Income—Operating and non-operating. 

(4) Expenditure—Fixed, variable and semi-fixed. 


Few accountants consider the benefits to be derived from re-arranging 
their ledgers along lines suggested by these headings. Most of us are so 
used simply to filing all such accounts in our general ledgers in a simple 
alphabetical order, in many cases with the trading account under T, profit 
and loss under P, and so on. Even if one followed the rearrangement on 
the lines of all the accounts except expenses and trading items, being on this 
basis with the latter accounts in the order of their inclusion in the trading 
and profit and loss accounts, immediate benefits would be felt. 

Let us consider this latter idea for a moment. In a manufacturing concern, 
expenses would be divided into two main sub-classes—factory expense and 
administrative, these being further divided if necessary into fixed, semi-fixed 
and variable. If these are grouped together in the general ledger, the 
accounts are so arranged that the trading account and profit and loss account 
can be taken out direct from the ledger without having to analyse the 
accounts. Sales, purchases and stocks could be included under the headings 
of Trading Account, Profit and Loss Account, with the above-mentioned 
expenses. 





NEcEssSARY ADJUSTMENTS 


It would be necessary, if this method is adopted, to make certain minor 
alterations to the usually accepted practice with many expense items. Take 
some of these, for instance, which may affect both factory and office in scope, 
such as insurance. It would be necessary when allocating the accounts to 
charge insurances, such as Workers’ Compensation on factory employees, 
fire cover on factory buildings, plant and raw materials and such policies 
as boiler explosion, etc., to factory expense. On the other hand, policies 
which protected profits, or insured office equipment and buildings, would be 
included in the overheads representing administrative expenses. It would 
be necessary to have two accounts for insurance. The same adjustments 
might be necessary with certain other accounts such as rates and depreciation, 
while a very careful dissection of the payroll would be made to subdivide all 
pay into direct wages, overtime premium, sick pay, and indirect wages which 
would find their way into the trading account, leaving salaries, directors’ fees, 
and store and salesmen’s wages items for the profit and loss account. 

Having commenced the idea of rearrangement with expenses, the success 
of the scheme might encourage the ledger-keeper to continue the process with 
regard to the other items such.as assets and liabilities. Sub-sections could 
be made, such as fixed assets, current assets, current liabilities, etc., and the 
accounts grouped under these headings ready for immediate transfer to the 
balance sheet in their correct order. The question then arises as to what 
to do with the other accounts usually appearing in any ledger and we shall 
deal with some of these in turn. The capital of the organisation (if a 
company) may be divided into nominal capital, unallotted shares, etc., or 
partners’ accounts if a partnership. A good idea is to group these accounts 
under the functional heading of “proprietorship,” which section would 
include the appropriation account and trading and profit and loss accounts. 
It is a matter of individual decision as to whether reserves should be included 
under that heading, as most accountants regard an item such as general 
reserve as belonging to the proprietors, being a liability of the organisation 
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to the partners or shareholders. Others may place reserves under a heading 
such as “Miscellaneous.” 










































MEtTnHop OF INDEXING 

If the ledger is arranged along the lines I suggest, it may be considered 
desirable to incorporate some system of modern indexing rather better than 
a plain numbering system referred to under an alphabet letter in the index 
: in the front of the ledger. There are several good systems in modern use 
) which I shall briefly mention. An immediate improvement may be secured 
by using a combination of letters and numerals, particularly if the ledger is 
subdivided into classes as I have outlined above. The class can be termed 
by distinguishing letters such as AF for fixed assets and the following 
3 figure will then denote the number of the account under that classification. 
For instance, AF3 might denote the account for plant and machinery, being 
number 3 in this class. 

Another popular method is to use letters only and combinations such as 
Da, Db, De will be used to denote successive accounts under the one class. 
The “librarian’s” method is to use a system similar to the decimal system 
by which a dot separates numerals representing the class and sub-class such 
as 52 from the number of the ledger account under that class. Thus 52-02 
. would mean, for instance, the second account, representing perhaps trade 
, creditors under liabilities, current. 

Whenever these methods are used, it is only necessary to know the key 
numeral or letter to the classification it refers to, to find immediately the 
ledger card or account desired. 





SUBSIDSARY LEDGERS 


In the modern office, with the subdivision of the accounting work among 
several departments such as collection, creditors and costing, the ledgers are 
naturally subdivided among subsidiary ledgers. I need to say little about 
the machinery of control, which is apparent to all accountants. An improve- 
ment, however, can be made to the usual systems adopted by giving some 
attention to two little used but very helpful additions. 

My first suggestion is to make each subsidiary ledger self-balancing. Such 
may be so obvious as to warrant surprise at its mention, yet I must say its 
actual use is not universal. The greatest advantage derived is to confine 
to a smaller section any difference in balancing a trial balance. This may 
be important when completing a set of figures involving the whole set of 
books—general ledger, debtors, creditors and cost ledger, for instance. In 
such a case, the debtors and creditors would soon be eliminated and an idea 
of where the difference then lies would mean an immediate division into two 
of the possible fields of search and would pin the matter down to either the 
cost accountant or the general accountant, who would possibly be co- 
operating in the bookkeeping. 

The inclusion in the books of account of columnar records is usual, 
showing certain sections of the work such as production accounts and trading 
and profit and loss accounts. These usually appear in some kind of summary 
book consisting of information derived both from the costing side and also 
the general ledger. In such a case the actual items which would be included 
in the complete cost ledger trial balance if taken out separately may be difficult 
to determine. Similarly the general ledger may be somewhat vague to set 
down on its own in a trial balance. 





BALANCING THE Cost LEDGER 


To take the cost ledger as an example, it may be the practice to extract 
from it the actual factory overheads for comparison with budgets. These 
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may be set out and listed progressively in the summary book. Then depart- 
mental production accounts are compiled showing variances of standard to 
actual production perhaps for several departments. These accounts will, if 
the cost ledger is arranged intelligently, be entirely costing accounts, being 
debited with materials used and direct wages as well as the total, or an 
accredited portion of the factory overheads mentioned above and being 
credited with standard production which is in turn transferred back to 
finished goods stock account in the cost ledger as a debit to that account. 

The trading and profit and loss account, however, will usually be a 
mixture of items from both ledgers. Sales and returns and administrative 
overheads must obviously come from the general ledger, but the debit side— 
the cost price of sales—whether done by listing individual items of cost for 
all sales or by actual physical stock, must come from the’ cost ledger. 

Thus to balance individually the cost ledger the following practice would 
be necessary. List all the usual accounts in the cost ledger, such as asset 
accounts, reserve accounts and stock accounts (including work in progress), 
setting out debits and credits. All accounts for actual overheads themselves 
must be ignored since these are incorporated in the balance shown in the 
production accounts. Add the balance shown in the general ledger control 
account. Bring in the balances (totals only) of the factory production 
account or accounts, adding to the debit if a loss or credit if a profit. Then 
debit the total value of cost of sales and, if there are no other items (such 
as stock adjustment accounts) which have been “lent” to the trading account, 
the ledger will balance. 


ConTROL ACCOUNTS 


The other suggestion I wished to make regarding subsidiary ledgers was 
to adopt the practice, if necessary, of using two or even more control 
accounts than the one usually incorporated where large sums of the one item 
such as wages, or purchases, are transferred from one ledger to the other. 
This again assists in localising the control and I have found it also of great 
help in making clearing entries*in connection with, say, wages and salaries. 

Purchases are, to my mind, ideal examples of entries which should be 
recorded on a separate control account. In costing work, all purchase 
accounts are naturally handled through the general ledger, purchase ledger, 
cash book, etc., but it will be found that by far the greater proportion are 
factory items which must be transferred through a Cost Ledger Control 
Account to the cost ledger. Why not keep a separate account for these, 
showing details in the purchase journal kept by the costing department and 
checking in total with a General Ledger Control Account in the cost ledger? 
These two opposite controls could be called number 2 control accounts to 
distinguish them from the number 1 account containing wages, petty cash 
items and journal entries. 

In view of my discussion on the cost ledger above and in token of the 
interest in costing today, it may be advisable at this point to consider the 
set-up of the cost ledger. In brief, the cost ledger should contain all 
accounts dealing with the factory, including raw material stocks, work in 
progress and asset accounts for plant and machinery, fixtures and fittings 
and buildings. Actually, it matters little what fixed asset accounts are 
placed in the cost ledger. The acid test is whether such assets are of interest 
or under the control of the factory accountant. It is obvious that plant and 
machinery is, for instance, one account that should appear in the cost ledger, 
while the account for land and buildings possibly would remain in the general 
ledger as it is not usual to depreciate this item, and if portion is sublet 
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the rental receipts are often regarded as non-operating income which would 
not appear in the trading revenue figures. 

Provision must be made in both the cost and general ledgers for the 
inclusion of some method to record the amount of any particular expense 
which has been taken into account up to the point of any interim balance. 
For instance, if the accounts are presented on a monthly basis or four-weekly 
basis, it is necessary to bring in the appropriate share of expenses such as 
rent, rates, land taxes, etc., which have not yet been debited through the 
purchase records. This is best achieved by means of reserve accounts to 
which are credited the opposite legs of the journal entries which debit the 
expense accounts. When the account eventually comes in for the item of 
expenditure, this will be debited to the reserve account, thus clearing it if 
provision has been correctly made. The correct place in the ledger for these 
reserve accounts is immediately before the “actual” account for the expense 
in question. 

MACHINE LEDGERS 


Modern-day accounting has swung over largely to the use of book- 
keeping machines. These are either manual or electrically operated and have 
undoubtedly cut down remarkably the mass of detail work formerly carried 
out by ledger-keepers on high stools. Some are evolved on the movable 
carriage principle while others carry the “pick-up,” posting entry—either 
debit or credit—and final balance, in continuity by means of removable 
calculators or “totes.” These machines always handle the sales ledger, 
including combination cash book, sales totaller and ledger. It should also 
be extended to purchases records, including the expenditure cash book and 
purchases ledger. This will lead obviously to the general ledger containing 
ledger cards for the “general” expenses, stock accounts for stationery, 
packing and other related items, and, of course, the cost ledger control 
account or accounts. 

I have no desire to weary the reader with details of machine accounting 
to which all up-to-date accountants are familiar. A few new suggestions, 
however, I will make which may be helpful in systems which are already 
installed or which may be of interest where someone is about to extend a 
machine accounting system. 

If the accounting on the machine is extended to the general ledger, the 
accountant will be somewhat worried at the aspect of his private figures 
relating, for instance, to profits and capital being revealed to the general 
office staff. In order that these figures will not be handled by the machine 
ledger-keeper, they can be incorporated in a “private” ledger kept by the 
accountant himself and containing such accounts as capital, appropriation 
account, income taxes, reserve accounts, goodwill, etc. The balance of such 
items are represented by a “private ledger control account,” thus enabling 
it to be self-balancing. It should be remembered that, although sales figures 
and overheads remain in the machine general ledger, it is not possible for 
anyone to calculate profit figures without access to totals of cost of sales 
or figures of finished goods on hand at the beginning and end of the period. 
These figures are contained in the cost ledger which is not available to the 
machine operator. 

MACHINE CONTROLS 

Irrespective of the usual practice of the machine operator, I would not 
hesitate to insist on the rearrangement of the machine ledger to sort out the 
classes of accounts as mentioned in the opening paragraphs of this essay. 
The same remarks would apply to some system of indexing. 
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The machine operators have usually been very carefully trained in their jobs 
and I am usually very appreciative of their skill and the knowledge of their 
work. However, I would strongly advise any accountant having a machine 
under his control carefully to overhaul the whole of the operations of the 
system and bring it into line with sound accounting practice and good sense. 
This should not be done, naturally, with a new girl, but after a reasonable 
time the changes may be discussed with her and altered under the close 
supervision of the accountant. 

Some of these matters I will now refer to. The machine operators have 
been taught to use a great number of control accounts to check their work. 
For instance, in connection with debtors they might have an invoice control, 
a cash control, one for journal debits and another for journal credits. It 
apparently is not universal to combine these in one, but the ledger is balanced 
by a total calculated on a piece of paper from these four controls. The 
accountant should see that he has one card which represents the debtors’ 
ledger control even if he has to call it “debtors’ ledger master control,” 
otherwise he will find himself in trouble with the auditor and maybe the 
income tax people or such others who may be required to inspect the books. 
As for the journal controls referred to above, these can be eliminated by 
ruling up the journal in columns representing debtors’ credits and debits, 
purchase ledger debits and credits, private ledger, general ledger, etc., and 
the totals of the columns are carried to the respective control accounts. I 
wish to make it quite clear that I am not criticising those who have the 
responsibility of training machine operators generally, as I realise that their 
methods are well-tried and expertly thought out. Obviously they cannot 
carry their trainees to a highly advanced stage, otherwise we would have no 
operators at all. What I am recommending, however, is that accountants 
generally should review their methods from time to time and gradually 
institute changes for the better to suit their own individual needs. 

To conclude this discussion, I shall refer to another practice which I 
consider can, after a while, be réctified. In order to save confusion in the 
mind regarding’ debits and credits, particularly in the books of original entry, 
operators are sometimes taught to regard all invoices, both sales and purchase, 
as debits when posting to ledger accounts. Thus purchase invoices are 
posted to the debit of the supplier Smith and their total to a control called 
purchase ledger debits control. The accountant can gradually swing these 
over to the credit when he feels he can discuss the matter confidently with 
the operator. 

Finally, remember to insist that the ledger cards constituting the debtors, 
creditors and general ledger are vital property and great care should be 
exercised in their safety. Steel trays with locks are available and usually 
some receptacle such as a strong room is used to house them. If the utmost 
care and precaution is taken, vain regrets will not follow in the case of fire 
or unauthorised inspection. 





Post-War World, Trade, by S. F. Ferguson, a.1.c.a. Published by Gordon & 
Gotch (A/sia) Ltd. 1/6. 

In this booklet the author discusses tariff problems, the Atlantic Charter, 
and post-war currency stabilisation proposals. 

He argues that full adherence to the Atlantic Charter and the Mutual Aid 
Agreement (involving, amongst other things, general reductions in tariffs) 
would not stultify but encourage a sound development of Australian indus- 
tries, secondary as well as primary, and says that the key to the problem 
lies in the proper use of the exchange rate. 
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Cost Control in Mass Production of Millinery, Clothing 
and Men’s Hats 
By E. T. ALLEN 


The system briefly outlined hereunder has been evolved to control costs 
for three different classes of manufacture carried on under the one roof. 
Obviously there are three departments. In addition, each department is split 
into sections conforming to main processes of manufacture or to diversified 
production. 

The basic principle has been firmly established that every different kind 
of hat or garment manufactured must be separately costed. This involves 
the compilation of thousands of cost sheets yearly. It is in the constant 
endeavour to maintain or better the standards set by each individual cost 
sheet that we have built up our control organisation. The first and personal 
controls must necessarily be in the hands of departmental executives. To 
this end, daily production records are kept in each department. These deal 
in quantity only and do not take cognizance of costs, which vary greatly with 
the different types of articles involved in fashion and seasonable manufacture. 
We do not keep cost accounts in the orthodox sense, but have built up an 
interlocking system of checks and controls from individual cost sheets to 
final results. 

The fact that we manufacture only to customers’ orders is of great 
assistance. 

The various forms used are set out in the appendix attached hereto, and 
will assist if studied in conjunction with written descriptions. 

First, the methods of compiling cost sheets will be described. 


Cost Sheets 
A cost sheet is compiled for each article manufactured / and as filed, it is 

numbered in sequence and cross indexed. A separate file is kept for each 
department. The cost is headed in five sections in the following order: 

Direct Raw Materials. 

Direct Productive Labour. 

Factory on Cost. 

General on Cost. 

Selling Expenses. 

Where an article passes from one section of a department to another for 
processing, a cost sheet is made up for each section and also a summary 
sheet. Each item of cost is worked out for twelve dozen articles in order 
to evade fractions of a penny, but when the total cost for each heading above 
has’ been calculated, it is reduced to one dozen. 

Direct Raw Materials. Quantities of materials are estimated by depart- 
mental executives and checked by the costing clerk, by inspection of the 
article and reference to past costs for nearest similar articles. Prices, exten- 
sions and additions are calculated by the cost clerk and checked by the stock 
control clerk. Raw materials from overseas are costed on the self-balancing 
principle for each shipment. 

Direct Productive Labour. Times for the various processes are estimated 
by departmental executives and then checked and converted into money 
costs by the costing clerk. Wage rates are averaged for each category of 
worker. A percentage loading is added to absorb loss through paid holidays, 
morning and afternoon spells and other time lags. 

Factory on Cost is computed by applying a percentage loading to direct 
productive labour (including cost of lost time). 
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General on Cost is estimated on the basis of a percentage of total factory 
cost. . 

Selling Expenses are based on a percentage of selling price and therefore 
cannot be stated until selling price is fixed. 


Selling Price is fixed at a figure that will absorb all the costs, including a 
percentage for selling expenses, and yield the desired percentage of net profit 
on sales. 

If estimates of cost as per cost sheets are not exceeded in the collective 
results, the contemplated percentage of net profit to turnover will naturally 
follow. To achieve this desirable result, raw materials must be safeguarded 
and available in sufficient quantities as required, productive labour must come 
up to standards set by costings, overheads must not rise disproportionately 
to production, and selling must be equal to production capacity. 

To assist the management in this task is the aim of the following system 
of controls, statistics and departmental accounting: 


Raw Material Bulk Stock Control 

Raw materials, after checking into bulk stock, are posted to stock ledgers 
in quantities only. The varied nature of our raw materials involves: the 
keeping of literally thousands of stock ledger accounts. Issues from bulk 
stock are made on the authority of departmental requisitions, which quote 
customer’s order numbers wherever possible. Materials as issued are debited 
to receiving departments on charge sheets. Each department has different 
coloured charge sheets numbered in sequence with columns for customer’s 
order numbers, prices and extensions. From these charge sheets the stock 
control clerk makes up the monthly debit to each department, and credits 
stock ledger accounts for quantities only. Monthly bulk stock inventories 
showing quantities received and issued and balances in stock are compiled 
from bulk stock ledgers. Balances in stock are extended at cost prices and 
total value of bulk stock at the end of each month ascertained. Physical 
check of bulk stock is continuous. We have found from experience that bin 
cards are not advantageous, and it pays better to concentrate on accuracy 
in recording issues on charge sheets, in the posting to bulk stock ledgers 
and physical check. All information required as to bulk stock on hand can 
be readily ascertained from stock ledgers or monthly inventories. 


Accounting for Raw Materials Issued to Departments 

Monthly physical stock is taken of raw materials under the control of 
departmental executives. This stock-taking is facilitated by records kept in 
departments for each customer’s order and its progress through various 
stages of mariufacture. From these stock-takings and monthly charge from 
bulk stock issues, we ascertain the value of raw materials used in sales. We 
utilise sales statistics which show the total deliveries every month for each 
different article, and raw material costs for the article sold as per cost 
sheets, to compile a monthly collective estimate of raw material cost of sales 
for each department. 

Comparison with actual cost shows whether cost sheets are collectively 
absorbing raw material costs each month. This check is on the collective 
result, but can be narrowed down to one raw material component if the 
collective result is unsatisfactory, or for test-checking purposes. 


Control of Directly Productive Labour 

Weekly returns of production for each section of every department are 
taken from departmental daily records. From these returns and direct labour 
costs as per cost sheets, we compile weekly estimates of production costs in 
each section of every department. Comparison with sectionised dissection 
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of weekly payroll gives a weekly check on actual direct labour cost of pro- 
duction against standards set by cost sheets. Wherever the nature of manu- 
facture allows, we credit each worker weekly with his production at standard 
rate and pay out any surplus over actual wages as a bonus. We find this an 
incentive well repaid by results. 


Factory on Cost—General on Cost 


As these overheads are charged on cost sheets on the basis of percentages 
taken from previous results, full absorption of prime costs assures automatic 
absorption of factory and general on costs provided that actual expenditure 
under these headings has not risen. Measures to control such expenses come 
within our general system of budgetary control and quarterly departmental 
manufacturing and profit and loss accounts, which will be explained later. 


Selling Expenses. As practically all selling expense consists of commission 
on sales this item is almost completely subject to automatic control. 


Budgetary Control. Economic production requires a sufficiency of raw 
material for which orders must be placed well in advance. During normal 
times raw materials are ordered to arrive at such times as to ensure their 
conversion into finished goods without undue delay. For this purpose 
schedules are prepared showing requirements on the left-hand side, and stock 
or orders placed on the right-hand side. This schedule is kept in quantities 
and value. A quick and up-to-date survey of every angle of the business is 
given by a book wherein monthly progressive balances of every private ledger 
account are shown under similar figures for previous years. The accounts 
are grouped according to their nature and total figures are inserted for each 
group. Target figures for each account are set for half and full year. In 
addition, the average number of staff in each section is shown monthly com- 
pared with figures for the past year. 

Plant Register. A plant register is kept for each department divided under 
the same headings as adopted by the Commissioner of Taxes. Every individual 
machine, article of furniture, etc., is listed with detail as to type, number, 
maker, date of purchase and purchase price. Items which would otherwise 
awe none are given a departmental number in the register and on the article 
itselt. 

Depreciation is written off in each plant register in total for all plant 
which has been in use for the full year, and individually for the machines, 
etc., purchased during the year. Transfers of plant from one department to 
another are recorded in plant registers. Private ledgers accounts for plant 
are not recorded departmentally, but act as controls for the registers. 


Sales Statistics. Sales statistics are kept departmentally. Invoices are 
entered in quantities only under headings which embrace every different 
article manufactured. Tabulations make provision for entering under different 
columns for different territories. At the end of each month quantities are 
totalled and converted into terms of money at the various selling prices. 
Total sales for each department so ascertained must agree with sales journals. 


The information we gain from sales statistics is: 


1. Relative sales in different territories. 

2. Best selling lines in general and territorially. 

3. Quantities of each article sold afford basis for calculating estimated 
cost of raw materials sold as per cost sheets. 

4. Check on accuracy of all invoice extensions and additions and on 

sales journal. 

Data of assistance in ordering raw materials. 

Comparisons for similar periods from year to year. 
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Departmental Accounts are compiled at three-monthly intervals and checked 
with general balance sheet and manufacturing and profit and loss accounts. 

Information for department manufacturing and profit and loss accounts 
is taken from the following sources: 


Raw Materials. From bulk stock charge sheets and departmental stock 
sheets. 


Directly Productive Labour. Private ledger is tabulated to give this infor- 
mation. Departmental stock sheets show direct labour content in processed 
goods. 

Factory Overhead. Some items can be picked up from tabulated accounts 
in the private ledger. Other items are dissected on definite bases.. For 
example, departmental depreciations are taken from plant registers. The 
residue of factory overhead items for which no definite basis of division 
exists are totalled and divided in ratio to directly productive hours worked 
in each department, a record of which is taken from weekly payrolls. 


General Overhead is debited to departments in ratio of factory cost of each 
department. 


Selling Expenses consist mainly of commissions to salesmen which are 
picked up from departmental tabulations in the private ledger. Balance is 
debited to departments in ratio to sales. 


Sales. Sales are taken from departmental tabulations in the private ledger. 
Net Profit as shown in departmental accounts is manufacturing profit only. 


Percentages. Percentage figures of cost divisions and net profit are shqwn 
in relationship to sales. Ratios of factory overhead to direct labour costs are 
also expressed in percentages ; likewise ratios of general overheads to factory 
costs. 

The information gained from quarterly departmental profit and loss 
accounts may be summarised as follows: 


1. Comparisons with similar figures for previous years show progress 
made for current year, and results at the end of the year, for each 
department. 

2. Interim accounts provide checks on percentages used for “on cost” 
loadings, and final accounts for the year are used as basis for loadings 
in the forthcoming year in each department. 


Personnel of Office Staff 
Excluding the secretary, office personnel numbers ten, all girls except one 
junior clerk. Their duties are: 


Private ledger-keeper Burroughs operator 
Invoice typist Correspondence clerk 
Statistical clerk Bulk stock ledger-keeper 
Costing clerk Three juniors. 


Total employees in the factory approximate 300. 
The system and methods described above were evolved to meet the require- 
ments of a particular set of circumstances. They may not apply in a different 
set-up, but this brief account has been written in the hope that some of the 
methods and ideas will be useful to fellow students of cost control. If further 
detailed information on any point is desired, it will be given gladly. 
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APPENDIX SHOWING VARIOUS ForMS IN ACTUAL USE. 
COST SHEET (Foolscap size) 
N 


Article 
Raw Materials 














Factory and Machine on Cost .. 
General Administrative on Cost 


Selling on Cost 


Department ............... 


Rate 


Amount per 12 dz. 





Summary per dozen 
Raw Materials 


D.P. Labour 
Factory 


General 
Selling 














(Quarto size) RAW MATERIAL CHARGE SHEET 


Department .................. 
Charge Sheet 





Customer’s 
Order No. 


Date 


Description 


Quantity 
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BULK STOCK LEDGER SHEET (Foolscap size) 
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STOCK 


ON ORDER RECEIVED ISSUED BALANCE Bu 





Ship Charge Les 
landed} Quan.| sheet | Date | Quan./ Quantity P 
cost No. 


Date 
Received 


No. & date 


aeiing Quan.| Price 


Aci 















































ESTIMATED COST OF RAW MATERIALS SOLD (Quarto size) Sep 


Department______......... Be i cccciinistiinonaninieinis Nov 





Raw Material cost 
Quantity sold per dozen as per Amount — 
cost sheet 


Description of 
article sold Code No. 














Total estimated |cost of Raw Materials 
sold July, |1943. 


























1944 






Department 








Opening Stock 





Less closing stock 


Bulk stock charge sheet Nos. 


£ 


— Actual Cost of Raw Materials 


sold July, 1943 


£ 
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ACTUAL COST OF RAW MATERIALS SOLD BOOK (Quarto size) 


Month of... 


RAW MATERIALS CONTROL BOOK 








Millinery 


Clothing 


Men’s 


Total 





Estimated 


Actual |Estimated 


Actual 


Estimated} Actual ||Estimated| Actual 





January 
February 
March 








April 
May 
June 





July 
August 
September 





October 
November 
December 



































Department 
Section. ...... 


STANDARD COST OF DIRECTLY PRODUCTIVE LABOUR RETURN 





Operator’s Name 





Process 


Dozen 


Cost per 
dozen 


Amount 
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DIRECTLY PRODUCTIVE LABOUR CONTROL BOOK (spread over 2 pages) 
MILLINERY DEPARTMENT 


APRIL 








Week 
ended 




















Blocking Lacquering} Stiffening | Machining | Trimming 
Section Section Section Section Section Milly. 
Standard] Actual 
Cost Cost | DC: | A-C-| S.C. | A.C. | S.C. | A.C. | S.C, | A.C. S.C. | ALC. 












































CLOTHING DEPT. MEN’S DEPART. 


The above two departments are sub-divided into sections in the same 
manner as the Millinery, and total figures for the Company are shown in a 
grand total column. 


GRAND TOTAL 


BUDGET BOOK (in £s) 








Material Jan. | Feb. | Mar.| Apr. | May | June] July | Aug. | Sept. Oct. | Nov.| Dec. 
Purchases 
1940} 1 6 8 9 10 | ll 14 | 16 | 19 | 22 | 24 | £25 
1941; 2 5 7 11 15 17 20 23 24 28 30 | £33 
1942; 4 | 6 7 9 10 | 13 | 16 |] 19 | 23 | 34 | 45 | £50 
1943; 1 4 8 9 10 11 16 £60* 
1944 
1945 
1946 
1948 












































Monthly figures represent progressive monthly balances in Private Ledger 
accounts. Similar entries are made for all Private Ledger accounts, also 
summaries under the five divisions of costs and for numbers employed in 


each Department. 


*This figure, being the target for year, is entered in red. 
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PLANT AND MACHINERY REGISTER 











Industrial Sewing Machines Department 
Type of Serial | Date of | Purchase Valuations 
Machine Class number | purchase rice 
P 31/12/41 42 43 44 
Deprecia- 
tion Value 
Singer plain | 95K40 | 12345 1/7/42 |£20 0 0/]110 0 1810 0 



































DAILY SALES STATISTICS 
Article Baby Bonnet Code No. 


BOOK JANUARY, 1943, MILLINERY DEPT. 
165 Cost Sheet No. 253 Selling price 1/- per dz. 





















































—a . Other Other 
eather Auckland |Wellington| North | Christchurch} Dunedin | South Total 
Island Island 
1 15 doz. 
6 23-11 
8 10-4 
15 3:1 
25 8-4 
37 6-1 
15 23-11 10-4 3-1 8-4 6-1 =66-9 dz. 
@ 1/- dz. =15/- =23/11 =10/4 =3/1 =8/4 =6/1 =£3/6/9 
MONTHLY SALES STATISTICAL SUMMARY—MILLINERY DEPT. 
Other Christ- Other 
Wool Felts | Auckland] Wellington | North emer Dunedin} South Total 
Island | “OUTS Island 
doz. £ } doz. £\idoz. £\|doz. £j]|doz. £{|doz. £ | doz. £ 
Code No. 165} 15 15/- |23-11 23/11/10-4 10/4/3-1 3/1/8-4 8/4/6-1 6/1/66-9 £3/6/9 
» 250 
eo -» ae 
» 9» 270 
” > 280 
Total Wool 
Felts 


























The above is a specimen summary under the general heading of Wools. 
The number of different hats under this heading runs into scores. Summaries 


follow under the other general headings and then grand total of all headings. 
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YEARLY SALES STATISTICS—MILLINERY DEPARTMENT 


APRIL 





Wool Felts 


Fur Felts 


Felt Fabrics 


Other 
Fabrics 


Sisols | Total 





January .. 
February 
March .. 


dz. | Value 


dz. | Value 


dz. | Value 


dz. | Value 








March Quarter .. 


April 
May 
June 





Half year and so on 



































The number of headings necessitates using two pages across a wide book. 


YEARLY COMPARISONS under the same general headings as above are compiled as 
follows :— 


Wool Felts 





Dozen £ 


» ¢@ etc. 





March Quarter 1940 
» 1941 
and next 4 years follow on 





June half year 1940 
> ” ” 1941 
> » etc. 
>» » » Cte. 





September three quarters 1940 


” ” ’° 1941 
” ”” ” etc. 
*” 9” *” etc. 





Full Year 1940 
» 2 1041 
* » etc. 
% oo tc. 




















DEPARTMENTAL MANUFACTURING AND PROFIT AND LOSS ACCOUNTS made 
up for 3, 6, 9 and 12 months in the following form :— 





Millinery 
Department 


Men’s 
Department 


Clothing 
Department 


Total 





Raw Materials 
% of Sales .. 
Direct Labour .. 
% of Sales .. 
Factory Overhead 
% of Sales .. 
% of Direct Labour 





o/ 
/o 





o/ 
/o 








FACTORY COST 
% of Sales .. 
General Overhead 
% of Sales .. 
% of Factory Cost 
Selling Expenses ‘ 
% of Sales 
Nett a Profit 
% of Sales .. 





% 





% 


% * 





% - 





% 





SALES .. 

















*Percentages utilized for cost sheet purposes are written in red to distinguish them 


easily from percentages to Sales. 
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War-time Responsibilities of Business Executives 
By C. L. S. Hewitt, B.COM., A.1.C.A., A.C.A.A. 


National Security (War Service) Moratorium Regulations 

The provisions of these regulations relating to the termination of tenancies 
have been amended by restricting the protection against ejectment from 
premises in respect of a member of the forces or a discharged member of the 
forces, who is not or was not required by reason of his being engaged on war 
service, to leave any premises other than premises occupied by him or by 
a member of his household as a home. 


National Security (Housing of War Workers) Regulations 

Amendments of these regulations relate to the definitions and classes of 
persons entitled to protection and assistance with regard to the obtaining of 
houses. 


National Security (Commonwealth War. Housing Trust) Regulations 

This new set of regulations replaces part three of the National Security 
(Housing of War Workers) Regulations, which related to the provision of 
housing facilities. The rights and obligations of the Commonwealth War 
Workers’ Housing Trust, previously constituted, are by the new regulations 
vested in or imposed on the Commonwealth War Housing Trust. The pur- 
poses of the trust are set out in the regulations and relate to the construction 
of permanent housing or other accommodation in any part of the Common- 
wealth, and other related community facilities and the giving of advice 
relating to the allocation of accommodation under the control of the Director 
of War Housing. 


National Security (Timber Control) Regulations 

The Timber Controller, by ari amendment to these regulations, is empowered 
to authorise any person to enter upon any land and to cut and remove any 
timber. For the purpose of obtaining and conveying timber he may also 
authorise any person to pass over any land. Any person, as a result of such 
an authorisation, suffering loss or damage is entitled to receive just compen- 
sation to be determined by agreement or in default of agreement by a Court 
of Competent Jurisdiction. 


National Security (Supplementary) Regulations 


A further amendment to these Regulations relates to the postponement of 
the winding up of a company. By the new amendment a company whose 
winding up is postponed is entitled to enter into any transaction with respect 
to the property of the company and to make and receive any payment as if 
a petition for the winding up of the company had not been filed. It is also 
provided that no such transaction shall be void only by reason that it was 
entered into after a petition for the winding up of the company had been 
filed or at a time when the company was unable to pay its debts as they 
became due, out of its own money. 


In respect of an offence of conspiracy relating to the enforcement of the 
National Security Act or the Black Marketing Act a further amendment to 
the regulations provides that a Court may, in addition to any other punish- 
ment, order the forfeiture of any goods dealt with in relation to the offence, 
and any moneys which the Court is satisfied are the proceedings of any such 
sale. 
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The Foreman’s Place in the Organization 
By C. WHITELAW 


In this paper we propose to trace the growth and types of organisation and 
to define the position of a foreman in a modern organisation. In primitive 
times, every man had to fend for himself. He had to find his own supplies 
of food and clothing from the natural vegetation and animal sources. As 
time advanced, men banded into groups or tribes, and each was allotted a 
special duty according to his capabilities. Since then, industry has developed 
through various stages until it has now reached its present standards of 
efficiency and high production which have been made possible by the use of 
modern machinery and technical knowledge. In order to keep pace with 
outside competition, an industrial concern needs to be well organised and 
the foreman is a very important link in the chain. 


ORGANISATION 


By ofganisation we mean the disciplined arrangement of the functions of 
the industry, which is carried out by splitting up its main purposes or 
functions into many lesser purposes or functions which will be within the 
capacity of individual attainment. 

In most cases, industries have developed from small beginnings. In the 
first stage, there is the one-man business in which the single proprietor has 
many duties. He is the owner, manager, salesman and workman. If his 
venture is successful, he finds that he has to employ extra labour to cope 
with increased business, and we then have the first stage of industrial 
organisation, with the owner having the duties of manager, salesman and 
foreman, while the other jobs are delegated to a workman or workmen who 
carry out the instructions of the manager. Further growth requires more 
personnel and a stage is reached when the owner must delegate certain 
responsibilities, and the authority necessary to carry out those responsibilities, 
to departmental managers, foremen and leading hands in order that the 
activities of the organisation may be controlled. 


PRINCIPLES OF ORGANISATION 

In order that all the activities of an organisation may be directed towards 
the one common objective, certain principles must be set down. A principle 
is a statement formulated as a guide to action. The principles which must 
be present in every organisation, although they can be varied to suit the 
particular circumstantes, are: 

1. Objective-—Before commencing activities, the object of the enterprise 
as a whole, which is called the major objective, must be defined. The whole 
organisation is then built up with that in mind. The objective of each 
department must be so arranged that it leads to the attainment of the major 
objective. 


2. Analysis ——An analysis of all factors, both internal and external, that 
will affect the operations of the organisation should be made. 

3. Elimination of all unnecessary activities—Following the analysis, all 
unnecessary or unprofitable operations should be eliminated. It may be 
found that a certain operation can be done more economically by letting the 
job to a sub-contractor than by attempting to do it within the organisation. 

4. The building of an organisation around the functions of the business 
and not around the individuals—By building an organisation around the 
functions of the business and having understudies prepared to take over the 
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position of their seniors, the organisation becomes more flexible and is not 
so liable to break-down on account of the unexpected absence of an executive 
or any other key man. 

5. Clearly defined departments—An organisation is divided up into 
various departments according to the grouping of the functions of the 
business. They should be divided in such a manner that they are clearly 
defined so that the responsibility of each department can be fixed. 

6. The fixing of authority and responsibility —To control the functions of 
the business, the person at the head of each department is made responsible 
for the carrying out of those duties, and in order to do this he must be given 
the necessary authority. 


7. Personnel_—Selection of personnel plays a tremendous part in the 
make-up of an organisation. Each person should be selected according to 
whether his aptitude and training has been most suitable for the vacancy. 


THE EssENTIAL REQUIREMENTS OF AN ORGANISATION 


No two organisations are exactly similar, as they will vary to suit their 
different functions and the varying capacities of their personnel, but there are 
certain characteristics that are usually present in every successful organisation. 
These characteristics are: 

(a) Leadership shown by all who have responsibility. 

(b) Teamwork—every person is part of the organisation and has a job 
to do. 

(c) Flexibility—can be varied to suit changing conditions. 

(d) Integrity—straightforward, honest dealings with everyone both inside 
and out of the organisation. 

(e) Training—everyone in the concern should be trained to do the job in 
hand as efficiently as possible and at the same time be prepared to take a 
higher position. 

(f) Clearly defined responsibilities. Every person who is responsible for 
the carrying out of any particular job should know exactly for what and to 
whom he is responsible. In this way the line of authority is maintained. 

(g) Carefully selected and placed working force. By selecting the per- 
sonnel and placing them according to capabilities and suitability for the 
various positions, we aim to get the right man in the right place and so obtain 
efficiency. 

(h) Standardised methods. When the quickest and most economical 
method of performing any process has been found, and it is not detrimental 
to quality, that process becomes standard. Standard methods are the best 
that can be devised after a period of trial and error has been overcome. 

(i) Cost records. Cost records are necessary in order to determine actual 
costs for use as a basis for budgeting future operations and fixing selling 
prices and as a control on expenditure. Actual costs consist of the com- 
bination of labour, material and overhead. 

(j) Co-operation. Although each department has separate responsibilties, 
all must co-operate to obtain the best results. When the workmen are by 

good leadership brought to co-operate with their workmates and superiors, 
greater harmony and efficiency are obtained. 

(k) Co-ordination. By regulating the duties of the individual men and 
combining them so that the function of the department is carried out 
harmoniously without any overlapping of responsibilties, a regular output is 
likely to result and the production of the various departments more accurately 
scheduled. 
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TYPES OF ORGANISATIONS V 
By fixing the authority and responsibility in an organisation through 
different forms of lines of authority, we get three different types of 
organisations : 
1. Military or Line Organisation. In this type, the line of authority is 
directly up and down the ladder. Everyone is responsible to the person I 
immediately above him and to no one else. The advantage of this type is . 
that responsibility is clearly defined and discipline is easily maintained. In ts 
a large organisation, this type becomes unwieldly because the executives and the: 


supervisors would have to be extraordinary men with a thorough knowledge i 
of all technical and general factors operating throughout the plant. . 
2. Functional Organisation. The functional organisation makes use of a. 





specialists and specialist departments. A specialist may be responsible for ~s . 
certain services inside the other departments and one department may be " 
responsible to several specialists for functions that it performs. For instance, h 

the foreman of a department may be responsible to: oo 
(a) The Production Manager for output. co 
(b) The Chemist for processing. . 
(c) The Chief Engineer for plant maintenance. c 
The main advantage of this type is that specialists are more readily found D 

than the all-round men who are needed in the case of the Line type. On 
account of the responsibilities being divided, this type has the disadvantage I 
of weaker discipline. req 
3. Combined Line and Functional Organisation. This is a combination o! he 
the good features of the two previous types, and is the most satisfactory for the: 
general use. Heads of divisions of equal responsibility are on the same level, be | 
and if a specialist department wishes to give an instruction it must do so the 
through the line of authority, which is through the officer who is above both anc 
departments. This type combines the advantages of both the previous types obj 
and minimises the disadvantages. ' on 
THE ForEMAN’S Jos are 

The foreman, as well as being the manager of his department, with the 

responsibility of its organisation and supervision, is the representative of the 
management to the men and the representative of the men to the management. ] 
He has to watch the interests of the employees as well as the employer. per 
In order to get a clear view of all his responsibilties and their relative knc 
importance, it is advisable for a foreman to make a list of all his responsi- in 
bilities, grouping them according to responsibility to: cap 
(1) The management. ma 
(2) The employees. ex] 
(3) Materials and equipment. per 
To the management he will be responsible for: she 
Production and output. out 
Prevention of waste. of 
Quality. me 
Records and reports. 
Representation to the men. un 
To the workers he will be responsible for: a 
Representation to the management. rm 
Working conditions. “I 
Training. 
Placing and direction of the workers. ms 


Supply of tools and equipment. 
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With regard to materials and equipment he will be responsible for: 


Maintenance of equipment. 
Selection and supply of material. 
Handling of materials and equipment. 














































; POLICIES 

In order that the functions of the business can be carried out efficiently, 
various policies are set down by the management as guides to action which 
must be taken to achieve that object. It is the job of the foreman to interpret 
these policies in his department. When he receives notification that a new 
policy is to be put into operation, the. foreman should take the following 
steps: He should analyse it, find out the reason for the policy, the best way 
to interpret, and apply it, and then see that the policy is carried out to the 
best of his ability. 

Besides being the manager and supervisor of the department, the foreman 
has to be an instructor. The more efficiently he does his teaching, the less 
supervision will be required afterwards. Three occasions calling for instruc- 
tions are: 

New employees being engaged. 

Old employees in new processes. 

New layout or plant installed. 


Before introducing the learner to the job, the foreman should analyse the 
requirements of the job. After explaining the requirements to the learner, 
he should proceed to demonstrate the process step by step. The learner is 
then encouraged to try doing it himself. If he makes mistakes, these should 
be corrected immediately by suggestion rather than criticism. The trial by 
the learner should continue until he has a good grasp of what is required 
and can do the job reasonably well. Correct method should be the first 
objective, with speed and accuracy to be developed later. When the learner 
has been left to carry on at the finish of the instruction, the foreman should 
frequently institute checks to see that the methods that have been taught 
are being adhered to. 


THE REQUIREMENTS OF A SUCCESSFUL FoREMAN 


In order to carry out the position of foreman, the man appointed must have 
personal characteristics and qualifications to fit him for the job. He should 
know his job. He should have a working knowledge of all the operations 
in his department. He should know himself. He should know his own 
capacity as compared with the requirements of the job. He must be able to 
make full use of what he has learned. By using initiative combined with 
experience, quite good results can be obtained from materials, tools and 
personnel that are not of the exact type required for a special job. He 
should be willing to learn anything that will be of assistance in the carrying 
out of the duties of the department. A general knowledge of the workings 
of the other departments of the organisation is an asset. A knowledge of 
methods used in other plants is also helpful. 

A foreman requires the mechanical aptitude that enables him to see and 
understand the movements that are taking place in any operation. Even if 
there is no machinery in his own department, it is an advantage for him to 
have mechanical skill so that he can understand the processes of other 
departments of the organisation. 

A foreman has to arrange the programme of work so that every man is 
used to best advantage and production schedules are adhered to. This is 
simply planning ahead and requires a lot of careful thought. After the plan 
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has been worked out, the foreman has to use his organising ability in directing step’ 
and supervising the carrying out of that plan. gooc 
on t 
LEADERSHIP aspe 
In order to get the best effort from the personnel of the department, it is prod 
better to lead than to drive them. Although some men are naturally better and 
leaders than others, leadership can be developed if the foreman conducts the 
conscientious examination of his own strong and weak points and then us t 
endeavours to build up his weaknesses. Points to be examined are: worl 
(a) His relations with and knowledge of personnel. self- 
(b) His knowledge of his job. wan 
(c) The initiative in his own work. aspe 
(d) His emotions and the effectiveness of his supervision. sure 
The more proficient he is in these points, the better equipped is he to lead - 


and have the confidence of the employees. To be a good leader he must be TI 
tactful, and be fair in all dealings. 












As far as the production part of the foreman’s job is concerned, most of oes 
his time is taken up in instruction and supervision, and the better he does his — 
instructing, the less supervision he will have to give. In order to be a good ads 
teacher he should show patience, enthusiasm, understanding, tolerance and a 
confidence, and be impartial in all matters. — 

CoNCLUSION of w: 

We have seen that in order to be efficient, an industrial enterprise has to “te 
be organised in a definite manner. The most suitable type of organisation rae 
for any undertaking that is big enough to use it is the line and functional ven 
type. In this organisation, the foreman is the pivot between the management S : 
and the men and, as such, is in a key position. To fill this position he oe 
should be a capable man who is prepared to take responsibilities and to In 
develop himself by training and observation so as to carry out those ~- 
responsibilities in such a manner as to be able to hold the confidence of both “ 
the management and the men. Re 

Re 

Post-War Repairs Pa 

By J. F. Grass, A.1.¢.A. - 

President, Ballarat Branch, Commonwealth Institute M:z 
of Accountants Th 

(Being an address delivered to members at the Annual Meeting of the to wz 

Ballarat Branch of the Commonwealth Institute of Accountants, held by ur 

on February 16, 1944) hint < 
eee eee of we 

Before entering into a discussion on the subject of post-war repairs, it Th 
would be as well to pause and ask ourselves, What is the exact meaning of again 
the term? years 

Let me say, at the outset, that it does not mean post-war reconstruction, curre: 
in the accepted sense of the words. The word “reconstruction” has a very It is f 
limited application in Australia, compared with European countries, and if, in 
should be changed for a word which describes more plainly the task of assets 
rehabilitation that lies before us here. Ho 

Next, let me make it clear that there is no political flavour about this Ev 
subject; but accountants should be among the first to recognise that our busine 
post-war problems will not be solved by the apostles of materialism, by be rey 
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stepping up production to a new high level, by turning out consumption 
goods in great quantities ; it is, consequently, unavoidable that any discussion 
on these matters must be tinged by the economic, or broad philosophical, 
aspect. War conditions have shown us that a world geared up for maximum 
production is not a balanced world and that we need a lot more philosophy 
and a lot less greediness to ensure that commerce and industry will survive 
the reshuffle after the war. A glance back at pre-war conditions reminds 
us that many men left the ranks of the unemployed and the sustenance 
workers to join the Forces; now, they have found a new life and a new 
self-respect and they do not want to go back to the old struggle: we do not 
want to see them go back, for their sakes or our own. Leaving the humane 
aspect to be discussed in other spheres (only because it is a digression here), 
surely it would be folly to attempt to found a prosperous post-war com- 
munity on the old basis, where so many were forced to look to the State for 
the means of a bare existence. 

This preamble is not the forerunner of some wildly impracticable scheme 
whereby a benign Government is to be asked to redistrbute wealth on a grand 
scale, or father a new economic experiment which will protect us all from 
want by some magical means. It merely prefaces the suggestion that 
industry, and the community as a whole, should co-operate with the Govern- 
ment in its plans to bridge the gap between war and munitions service and 
re-absorption into civil life. This gap can only be bridged by the payment 
of wages to a large body of people while they find their feet. To make this 
suggestion to a business community already under an obligation (moral and 
legal) to find at least one year’s work for all former employees, when 
discharged from the services, would be to court an emphatic refusal from 
many, unless provision is made now and in subsequent war years. 

Such a provision is the setting aside of funds for post-war repairs, by 
industries and all potential employers of labour. 

In this sense, the term “Post-war Repairs” covers a wide field. It includes: 

Repairs and replacements of machinery, due to wear and tear. 

Replacements due to obsolescence. 

Replacement of lost and broken tools. 

Repairs of fences and farm implements and dams. 

Painting and signwriting. 

Repairs to roads. 

Making good corrosion, erosion and decay, due to war-time neglect. 

Making good damage by fire. 

This list does not pretend to cover all the wants of reparation attributable 
to war causes; cannot hope to list all the troubles which have been caused 
by unavoidable substitutions and makeshifts; nor can it give more than a 
hint of the damage caused to bearings and moving parts by the accentuation 
of wear which occurs when joggle and play cannot be checked by renewals. 

The liability to make all these defects good should be treated as a charge 
against revenue, before profits are struck; the cost relates to the present 
years, not to the future, so adequate provisions should be set aside out of 
current incomes to meet the bill, deferred in presentation though it may be. 
It is foolish to delude ourselves into thinking that we are earning good profits 
if, in fact, we are eating into our capital by allowing our machines and other 
assets to deteriorate without allowing for the loss. 

How to assess the amount to be provided? 

Every business has at least one man who knows what is going on: if the 
business is a shop, he knows which members of the delivery fleet have to 
be repaired so frequently nowadays that they are heading for the scrap-heap ; 
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he knows the amount of building-up the business will need to meet post-war 
competition, new fittings, new windows, new bookkeeping machines, new 
floor coverings, a host of things postponed. If the business is a factory, 
the problem is many-sided: the buildings, machines, boilers, power plant, 
rolling stock, all will need expenditure. I refer to- concerns: that have 
continued to produce their usual lines; those which face re-conversions from 
munitions making to their former use do not fall into the class of which we 
are speaking. Factory managers and foremen are only too well acquainted 
with the numerous places in their factories where they have been unable to 
make good wear and tear with the right materials. They look forward with 
pleasure to the time when they will be able to make a clean sweep of 
makeshifts and patched-up jobs, and effect replacements which will assure 
freedom from breakdowns and interruptions. In country areas, denuded 
of manpower early in the war, the repair bill will be colossal. Disregarding 
the damage done by the disastrous fires which have swept the countryside, 
because it is impossible to provide out of income for such major catastrophes 
after the event, there are many miles of fencing to be done, many gallons of 
paint to be applied, many thousands of rabbits to be destroyed, many miles 
of roads to be re-surfaced. 

The subject of obsolescence is worthy of an essay for itself alone. It isa 
feature of the post-war world that fills me with misgivings for us, here in 
Australia. Ordinary obsolescence we are used to; things get old-fashioned, 
out-moded, and are replaced by newer and better devices, smoothly and 
gradually ; but the war has accelerated research in so many avenues, so many 
new processes and substances and machines are going to be released for the 
doubtful benefit of the world at large. They are being used by three nations, 
Britain, America and Germany, and, to a lesser degree, by Russia and Japan. 
I have no doubt that Australian workmen could turn out such things better 
than most people, but the economic disadvantage of making things for a 


home market of seven million people against domestic markets of forty or 


a hundred and thirty millions must be easily seen. If tooling-up (jigs, 
face-plates, moulds, presses and the like) costs £1 a head for a thousand 
articles, it will only cost 3/4 a head for six thousand. Those figures are not 
strictly accurate, because volume makes a slight difference, but they are 
near enough for the argument. The more articles preliminary costs are 
referred to, the less they cost per unit. Our Treasurer, Mr. Chifley, has 
wisely pointed out that no country can live unto itself alone; in other words, 
we cannot hope to maintain a set of economic conditions in Australia which 
will be unaffected by those in other countries. What benefit the Atlantic 
Charter can possibly confer on small countries like Australia remains to be 
seen. The truth stares us in the face that the race to capture the world’s 
markets has already started; the gospel of new wares is already being 
preached; we are promised a hundred new products from the high-pressure 
synthesis of ammonia, glass that is unbreakable, glass that will float, wood 
that won’t burn, laminations of plastics and wood that will compete with the 
structural metals, shoes that contain no leather, window screens that contain 
no wire, machinery bearings that contain no metal. You, who are accountants 
and executive officers in various industries, must face the possibility that 
obsolescence threatens the existence of your business after the war. If tariff 
barriers are swept aside by the Atlantic Charter or by reciprocatory agree- 
ment, this country will be flooded with new, cheap products against which 
local industries cannot compete, and you will find that patriotism is not proof 
against price. The prudent course is to set aside a fund to protect your 
business against post-war obsolescence, so that you will be equipped with 
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the necessary money to bring your plant and product up to date if and when 
the need arises. 

Some people fail to assess the true value of things they cannot see and feel, 
the things we call “intangibles” in accountancy. Brands, trade-marks, good- 
will, the accumulated value of advertising; all these are intangibles, hard to 
value until you lose them! In wartime, many businesses have found ready 
markets for their output without much selling expense; they have con- 
sequently seized the opportunity of reducing or discontinuing their advertising 
and the various ways of retaining goodwill, confident in their ability to regain 
their usual trade when conditions are normal again. I miss the advertise- 
ments of many well-known lines, presumably followers of this policy; some 
of them will never climb the long ascent back to popular favour: they have 
been supplanted by rivals or newcomers; the ones which survive will do so 
at a heavy cost in advertising, they will find it is much harder to regain 
goodwill than to hold it. The one thing the public will not forgive in its 
servants is the form of relaxation of effort known as “resting on the 
laurels”: the public memory is short and needs constant jogging. We must 
put funds aside for post-war advertising. If you have been wise enough 
to keep your brands before the public, you will still need to expand your 
programmes to guard against encroachment. So here again is a need for 
provision for the post-war era. 

The item Corrosion, Erosion and Decay, due to war-time neglect, deserves 
a few words of elaboration. The proverb, “A stitch in time saves nine,” 
actually sums up all I have to say on the subject, but, by way of illustration, 
you can picture for yourselves the snowball effects of rust unchecked, of 
decay in paint-starved wood, of watercourses in roads, all the widenings and 
deepenings and loosenings that occur for want of a nail, for want of an 
hour’s work, for want of a stitch in time. Restoration or renewal must be 
faced, and paid for, some day. 

Should such provisions as these be allowed as deductions from taxable 
income? A burning question, this! If so, to what extent, and under what 
conditions? Quite frankly, the first thought that flies to your mind is, what 
a loophole for fraud a loosely-worded amendment of the Act could open! 
Second thoughts, however, more careful thoughts, show that this difficulty 
can be overcome. The extent of the total allowance should not exceed pre- 
war expenditure under the same head; that is to say, if you spent £2,000 
a year on repairs before the war, and you are unable to spend more than 
£800 now, your allowable provision for post-war repairs could not exceed 
£1,200. I know that things cost more now, but you are planning to spend 
the money after the war, when costs should be normal again. This method 
of assessment may not give you as much as your factory manager says is 
needed, but there is nothing to prevent you from setting aside a larger sum 
than you can claim as a deduction; you exercise your business prudence, the 
Commissioner of Taxes exercises his administrative prudence; there is no 
sound argument for the two to be reconcilable, they are based on different 
principles, from different points of view. Further conditions should be 
attached to the allowance: 





1. The amount of the provision should be invested in Government Bonds. 

2. The provision should be shown in the balance sheet as a separate item, 
“Provision for Post-War Repairs.” 

3. The whole amount should be expended within two years from the end 
of the war. 

4. The whole amount must be expended under the headings for which it 

was provided. 
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The penalty for breach of these conditions would be the payment of tax 
at the rates ruling when the amounts were set aside—an effective deterrent! 
I think it would be proper to allow the provisions as deductions if some such 
rules were made. 

History tells us that the aftermath of war is a period of discontent, even 
of revolution. Commonsense tells us that the post-war period in Australia 
will offer one of the most difficult problems faced by any nation in the world, 
because such a large proportion of the population has been uprooted and 
replanted in new surroundings. Call it an economic problem if you will; 
the plain, unvarnished descripton of the task that awaits us is, “How shall 
we give all these people clothes and boots and full stomachs and roofs until 
they can find those things for themselves?” If we sit back and say, “Let 
the other fellow do it,” or “Let the Government do it,” we are surrendering 
our freedom and failing in our duty. Restoration of peace-time conditions 
is a job for the whole community, assisted by the Government; it is a job of 
imperative urgency, quite as important as keeping the invader from our shores. 
If we are to avoid more drastic regimentation and control, we must show by 
our actions that we deserve to be free: if we show a spineless indifference 
to our national responsibilities, we can expect a far-sighted administration 
to save us in spite of ourselves, but not in the way we would choose for 
ourselves. I have always admired the blunt directness of. the notice, “Keep 
out—this means you!” I should like to borrow the idea and say, “Put 
your shoulder to the wheel—this means you!” Financiers, accountants and 
executives must all look to the future and be prepared to spend money to 
give employment when the time comes; so must pastoralists and farmers and 
owners of small businesses and house-owners, all will be needed. To enable 
us all to play our parts then, the money must be put aside now, in readiness. 

I leave you with this thought: Build up deferred spending power. 
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